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This report presents the findings de- 
veloped from lui audit undertaken pur- 
suant h> Audit .Staff res | >ons i bl I i ties 
and auUioril.iiv; set forth in organiza- 
tion r* |mi iation:; Unless otherwise in- 
die: 1 , ted in tiie report, the audit in- 
ch i d review and appraisal of internal 
control.; and procedures and such 
other audit processes, test checks and 
vi :r ideation of accounts, assets and 
transactions as were considered ap- 
propriate and consistent with generally 
accepted audit standards in the cir- 
eu instances. 

'The ohjeotivi'S of the audit were to 
did i-i n in a* for management whether 

( 1 ) Adequate, controls and pro- 
cedures have been established 
and are being applied effec- 
tively to safeguard organiza- 
tion resources and assure 
that resources are used only 
for upproved and legal pur- 
poses, and 

Activities are being con- 
ducted economically, effi- 
ciently and in conformance 
with policy d e te r i n i n a t ions 
and dim* tj vus. 
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SECRET Ort 

REPORT OF AUDIT 

Project Aerodynamic 

For the Period 

.! January 1969 Lo 31 December 1969 

D;i1: 

j ■ 

•’ i; BACKGROUND 

'• *f , 1. Subsidy Project AERODYNAMIC consists ot (l) an 

.ajv - 1 A/; on cy-own ed corporation AETENIJRE which is a WOLADY based 

emigroe political {'roup organized as a commercial taxable 
•T6 ;• enterprise ostensibly servicing contracts for unspecified 

yii- j u ;crs and (2) a Munich group, AETERRACE which since the 

MUXUVEf. incident originates most of the project pn b 1 I e a I. i • >ns 
‘■:V ‘ a I » r » » . h I . The project provides for the* e xp la > i ! a I. i « m and 

T;V • < * • | m n: . i on ol’ an a li L i -Sov.i. e t f es is t an C e movement tbr ^ 9 

j publications and through contacts with Soviet c:i tj/ci.-.s. 




2. uii r audit included an examination »vt the 1 INURE 
cover company financial records, procedures, and con t n.> 1 s 
and a review of related Headquarter 1 s records, cunt r-is and 
)■> r- -oc.edu res - For security* reasons we did not audit the 
expend i I. ii r es of AITERRAOH and have retied on I he case 
ol. Liner's knowledge of the operations and production ot 
ADI FKRAiDE to determine that the expenditures appea red 
valid and reasonable* If security permits, Division 
.slum I d consider the desirability of acquiring a. dorl.il I ed 
Public Accoi.m t an t 1 S (or Chartered Accouu tan I ’ s ) np'i'l 
ou this phase of the project. 



SI JMM i A RY-OF FINANCIAL I N I H,) kMATJON 




3. The Agency investment in AETENURE at 31 December 1969 
tot alcti^ ^ AI2TENURE recorded income and receipts from 

clients .in' the’ amount of $132,912 of which $17,389 was 
ficticious income, $28 was legitimate income and V 

was funded by JK DANCE. The expenses totaled . $1 88 , 763 . 
Additional financial details are contained in Exhibits A 



,m<l ii a I. I. a.c h od . 'flic Agency investment in AF.TI ; .ld<ACE ai 
I o o c. i • 1 1 1 1 u * r 1 . 9 1> n tul;.Tb..il iQ • AE'JTKW.ACP rogori.d income 

mi id' wli i.eh ( ^ulva.nced in pi o«r period 






. i.nr.l ra M.U.* i v ed cl. u-r i. 1. 9 6 9 ) was fund eel by JKKAN' ‘J. : . . i’ia 1 e - 

j )0M Ses. {id a. 1. ed SnT T .1 M . 

SUMMA RY 0I ; i>INDT.N(.;S AN D R HC( ) MM lo\d)AY 1QN.S 

■I . Records, pi oeodu res and ,i.i) li:rn;i I c»n I I’nls wri'r 
s a !. I : , I ; i c l. u r y e x c f * | d- t h a L ccr L a i n t ra i i s ; i c lions and the 
i 1 1 I: i : r 1 1 a. .1 a d nu i li. s I. r ; 1 . 1 i o n of the pro j e C t lu-i.d:; In bn I > i * L : = r 
rloc.iuiinn l: t i.pp(.:ars that the project has been mil /mss 

inn <„i. :j for pm ject expenses that should have been mtxis<d 
lor or paid into the employees pension trust. Mom dim* i mn 
I ra >ni li[’,hl-|ii,i i I rr*s on a dm i u 1 s t r at x v e mat tors is needed. 

U \ m mi in n nda l i oi i s resulting from this audit am sunim a i i x nd 
he low and do- 1 a i led i n t lu? r cl e r enced ] >a raj[ r a .phs . 

j .s , Monitor the cash position and the expend i - 
hires of the cover company to prevent the 
project from nver-expcMU.l.i Lure »d I mid:;. 

M 1 . i. r* . i. ; •_ r , i p 1 1 a .) 

b- I . i i |i i i d ad. o the liability of $1 ip .b>M I • the 

■ mi p I < i y i ;e 1 : ; pension trust So as, to p reSen I. ,♦ 

Poller I i n an c i a 1. po s i lion on the I i n . o i c i . i I 
’ . I a I. e m e 1 1 I s of the J > r n j e C I . (. I * a r a ; ; i a i p 1 1 ' » » 

c. obtain guidance to assist the employees 

0 I the pro j e e t in in an i n j; the t r us I. 

1 mid . (Paragraph 6) 

d . I ’ t a a v .i d t* n ew c on t r ac Is lor 1 1 1 e | » n >j e c t 

Mia. I. would be? t ter substantiate the nan* rent. 

I m i d .i n \.\ of. tli e pro j n c L . ( Ida r a j ; r a p h 7 ) 

e . Have project p r e j ) a r e 1 e L t n r s and d o r a i in e n t s 

to i.m.1 i catas that all su.ppo r i :i 1 1 ;; d< »c time n 1: a t i. . >w 
lo Mu.; research (covert) expend i I u r es «>n 
behalf o I the; o s t (.Ml S ;i 1 1 I e clients, 1 1 a v » 1 her i 
:n:u l to the client. ( Para;; r aph d ) 





1. Give more direction to the project; on hou r 
much profit or loss the project should 
reflect on its records. (Paragraph 9) 

g. Determine the continued necessity and 
reason tor the $6,000 yearly payment to 
the head of AETERRACE. r (Paragraph to) 

h. Charge all ticket purchases to the advance 
accounts of the employees, to be accounted 
(.or upon completion of travel. 

( Paragraph 11 ) 

i. Nave project officials execute overt 
documents to authorize the salaries of 
project personnel. (Paragraph 12) 

Co v e r C ontpan y lias Overexpended 

I t s funds x -'C, ■' /• ‘C y,'; 

9. Tl'u: project records as of 31 December logo reflect 
a .1. i a.bi .Li t y to the employees .pension trust in the amount 
of; $10, 3:>(S yet their cash position at that date was; only 
$92'>. it appears the cover company has been using cash that 
should have: gone to the employees pension trust for other • 
project expenses. The payment of* this .liability w.i. thout . 
special funding will reduce the funds available . fo r project ■ 
expenses during the forthcoming year but provision shouldf) 
be made J < > r its liquidation. ‘ . • gAA 

Recommendation : We recommend that SB Division AAG/d 

c iosely-; inonito r the cash position and the 
exiu.unli lures o f the cover .cbinpan y to j> rrvni l. 
future ov e roxpend.it iir.es pf.ffunds . We further • 

recommend that the liability) of $10 , 352 be 
liquidated from the pro ject, ^records by trans- 
ferring. the funds to the ’ trust so as to 
P resell t- a better financial posi tion on the 
financial, statements of the project. In the 
future the funds should be transferred to. the 
trust on a regular basis. 
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6 • The employees pension fund as. of 81 Deccmbe r 1 969 
re i .1 ec t s ;i.ii mi reu l;i.2ed loss ..of . $6 , 795 on t In: .$6D , 5n:s that 
has l.)o cn invested since 1961 and a $10,358 recelvald.e 
f .Vi>m the project. We feel more professional guidance is 
Horded for the trust which is managed by the employees. 
Evidence o 1. . this is the $10,358 receivable which the trust 
ill lowed to accumulate without investing it in an income 
I >r« »d uciiii.; bank account or treasury note and the unrealized 
loss of $6,795 in the trust after almost nine years of 
operation . We do. not feel that the trust will rutequa tely 
provide l or the employees that are approaching rd. i roinciii 
age. The trust as it is now operated will probably provide 
lump sum payments upon retirement, whereas investments 

providing u on i mi I. h I y in Corn cf Upon f e f .1 rnm Ml I might l»r m«»re 
S 1 1 :i t ;it>le . . o' '!• . jV ' . 

R ocomin end at ion : We recommend that SB Division 

seek advice from the Of f ice.vof Personnel in 
managing the trust fund. : d.Vd- 

Do ainien l a L ion Needed To 
Subs I: a nt fate l ; u tiding 

7. Currently the project is receiving JKLANCK funding^ 
through Uvi) f ixed-tee contracts from .firms provided In' thev,/:. 
(h.uitral Cover Staff. At the project 1 s disc f e t ion Agency Vj 

funds are segregated into sin income and/or a liabil ity n 

account (clients funds),. Ostensibly the cl ients funds are j/i 
funds advanced by the client to the project for research ; • ; - 
work. Actually the project use's these funds to accomplish ' 
thi! covert activities, of the project. The: f;ixed-fee j 

0 )ii 1 i'.icI;:.; provided by t he Cover /Staff do not provide lor '.d 
the advance of funds for research, work , nor is Unoe .my ./j 
other documentation to support the receipt of client’s funds 





o r * aw v 



lor research. A.n outside audit from Internal Revenue or 
Now York might result in an adjustment: of the funds, 
oil r renlly recorded as a liability, to income. Such adjust- 
ment mi ght result in additional tax as well as. quest ;i. on i ng 
o/ t In.* project's ope rations . ; 



Recornmcii da lion : We recommend that new con* 

t r ;i c t. s be provided that would better 
subs tan ti ate the current funding of the 
pro jec t . w ;; 



k xj >end itnres Are 
Supp ort ed 



S. the: covert project expenses totaling $30, MOO 
(see J-xhibit Id) which are overtly carried on the project 1 s = 
records as research expenses oh behalf of (heir clients, 
arc poorly 'supported* In many lavs l anc.es I. he expend! lure 
is suppor ted. only by a cancelled check made payable to an 
individual . Accountings often lack necessary explanations 
tlii t would be normal in' business practice, Petty cash 
vouchers .ire poorly explained and 1 some l. i m es not signed. 

|, i ( dl ()in t t tcui(l;id.i. on : We recommend quart er.I.y ,1 otters 

be prepared to indicate that the pro jec. t has 
sent to its client statements of its ostensible 
research expense with all supporting documenta- 
tion. This might keep unwitting personnel from 
internal Revenue, New York State and City from 
questioning the covert activities of the project . 

We further recommend that accountings be better 
documented with names, purposes and lousiness ' 

like explanations and that' the support to the 
ostensible research expenditures be retained at 
the project for Audit Staff review. j 



1 lead qua r lers Direction Needed '• 

o . The p.roject decides when and how much of the Agency 
lunds are to lx; applied to income and liability and 
• ■ : . ! a let .1 s he s a 1* i c t .i c i o u s year end rcce i v a, b .U.: I o .i i u t e a s t : 

.its prof i L to enable it to. regulate the amount of 1<e;s ur 
pi-d.it reflect ed on its records. 
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6 ;.-:. 



R ecommendation : We recommend that the SB 

Divi si on give the project more direction on; 
how much profit or loss the project should 
show on their records each year. 

No At 1 1 .1 i o r .i t y 1 : o r C( ) n 1 1 n u i n g d * ,e.- ; 

10. included in representatives expense is ' $n ,000 
paid to an i ml i vldual residing in Rome who we’ were informed 
h ead s AlifBRK/UJJ' . We couicf f dhd^nd = a.u L ho ri l y fo r I: h i s 
payment and • co.uld not determine^ dATha t services were be iiig. 
prnv ideal by this imlivadual for the $6,000 payment hr 

r revives r.idi yea, r. '.t • 

R ecommendation : We recommend that SB Division 

determine the continued necessity and reason 
tor this $6,000 yearly payment. 

Tickets l > r L/avcl N ot - . . YmdA. ■ 

Accounted ( *n r; - . : ‘ ’ pi. At 5 



. II. Tick ets purchased for travel by projec 
a. re charged to expense at the time of ]mrctia.se. 



pe r son. n e 



I fee o i n in pin, la t ion : We recommend t hat ; 1 1 the 

time off purchase all tickets be* charged to 
the advance account of the applicable 
i ud.i. v i du al until accounted for -upon 
co!ii|eLet .i()n. of the travel*: : 

Docunieji la t ion Needed In Pro ject flf; 

To \n thor Lze Sal aries ’jp.' T-,p; pc.-p; = .-’.p 

I d . We found ho. an t hbr i ty ; toi l h i n the p rosier I I h ,i I 
es L.i.b.t.i slurs the sal Aries : or . doCvinieritS Die ra i.ses ot projec. 
]>e r. iorm e'J . • ; ; e TprjpjPA Yp'p '• ‘ • ’ ; . A: 

r We recommend that SB Division 
have project officials execute overt documents 
t o ;.i 1 1 1 1 i c> r i >: e t he s ala ries of p r o j e c t persoiinc 1 . 
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Exhibit A 1 



AEROD YN AM I C/AETEN URIi 

Sta Lcineri t of Financial Condi. t ion 
1 January 1969 ~ .31 December 1969 



■ Assets - 

ash on hum], and in bank#* . , ./. ; .V ..2 • « 
a sh in unrecorded Swi tzer 1 and bank ■ 

I * I. I I I. S •: » (. ‘I. O * m • . • • • « . . .. * . . • * ... » • . . ' 



Ao, 

1 .) el m i : 



u in u .1 at ed i.l e | > r e c i a t i o n - 

its..... 



$ 4 , 317 

•I t o;>:c 



To I. al as so Is 



$ 925 

a/ 25 ,016 



2,2 94 
252 

$2 9,. 5.87 



Liabili ties 



•f* 


1) ,s 


, hi 1 


J. 


1 5 


, :>5o 


1 


81 


ma 




25 


, 000 


~1 


5 o 




_J. 


5 8 





Tax os payable . . . . . /. ... $ 1 , 57 S . 

A ; i a M.in Is pa yable ....... . . . . .; ’ 1] 2d 

1 iiployees pension. plan payable . . . ' 10 ,3 58 l ; 

■ ;/ VJ •••'>;■' ■ ' ' 12, 159 p 

I 1 1 v < •:> lam * n l , I ...January 1909* . . $ o.S , ml 1 

A Ivama:: ; reca/.ived from Agency........ __ 12 5 ^5_5i ] 

"... V-2" 181,101 • 

T *a iisi e r.s t o AETERRACE ...... . ... .... 25 , 000 

lab ,191 

N • t. expenses - Exh.i.bi t B ..... .•>•:. , 7 1 y b/ 17 , • 1 .2 8 

1’ ila.i liabilities . . . ... . $29 ? 587 

a/ Tills amountof $25,016 refunded to Agency y 

’;sul)Sec|iie'n 1 to audit;, dat e . 

I >/ Recorded on over t records : xjl ;• 

Capital stock..., .. jT.2 >'•. . . . $20,000 T • Ex ; 2; 

H e t. a. :ia i ed earnings (deficit) (12, ,9o;*J 

Cl. i cm t 1 s funds . . . . .22 ...... 2 , o-IO 

Accoim ts receivable# .vV. . . . ( 17 , 554 ) $(7 , 588) 

Plus : Unrecorded Switzerland 

bank account . . . . . ... #V 25 , 01 o 



$29,587. 



.$ 1 Z.,4.;18 



stony Ht 




A.I2R0DY N AM IC/AIiT£NU RH 



.1: X 1 1 x b X L .13 



Statement of Net Expense ; 

1 J an ua ry 1069 ~ 31 Decembe r 19o9 



A dm :i n i s t r a t i v e Ex i ) e n s e s j 



Lay r;o 1. 1 and pc rsonne.1 benefits * . - 



E 0 U L . • • . » - * » • a . . • * • « * . ♦ • a a • a • f a 

Tel c phone. . ... ... . . . / . . . . . ; . 

S I. a t i onery and supplies. . ..... . . . 
! - ns t a/; e . . • . . . .. . . . . . . .. . . .... 

I j ( H >k S . . „■ . . : . . . . . , . . . . .. . . . . a a 

Oeprecia liotv. ‘.. . . . . . . . .... . .. • * •/* • 

L.i^h t "'a . . . . .. a . . . . a . ‘a 

Enter Uiinmen t . # . . . . . . . . , . . . . . . . . . . 

Miscellaneous .......... . . . . 



$.*(.) , 20 0 
I 8 , 455 : 
j : \l 7 4 57 ' 
f[ 2 , 05 o 
- 1 , oil 
T 1 , 01 S 
8 8 4 
753 
\ ; 513 

\ 288 
\ 155 

i >4 1 



To La..1. adminis Lra tive .expenses, 



C ove ft' .Project. Ex penses 



) ' ep r cs en t a Lives; ........ . . . 

Travel ’ . .... 



Pho locopying and duplicating. . ... . . . 

J. n i. c r views . . . . . . . 

8 1 1 1 1 e tin dist r i bu t i o n . . . . . : . . . x. . . . . 
A ( f i 1 i a Led groups ..... . . . . . x. .. ... 

i to g c: mailing program. . . . . . . . . . . . . 
IW>ol: d.i. s I; r i. b u I ion. .... ... ....... ... . . 

Uni lot 1 11 cost. . . . ... . . . . . . 



S ( ( 1 lillll'UUS . a. . . . . . - ... > . . . . a-/ 



15) t a 1 cover t pro jec t expenses 

! 1 ) t a I expenses 



8 , 208 
5 , 577 
2 , 594 
2,503 
2,178 
J. , 7 7 5 
.1 ,77 2 
! ,007 
80.1 



On t s id e income 



expenses - Exhibit A, 



jif Includes T$46 in a d jus Linen Is on l he 
u n r c: c o r d e d Sw'i s s bank a c c u u nu 
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l-xhib: 



•i. a ire X 



AI1R0DYN AMlC/Aii'l’J' NIJ Rh 

Statement 3 oflfle t lix p e n s e 
l January 1969' -■ 31 Dec ember 1.9 o 9 

R e e ui te i 1 i a t i o j i 



Me L < - :< } >e ii s o s ( | > c 1 ) . • . • • » • • • ■ * • 

Less Z ' 

Cover L ex p c 1 1 s e s record e d as r es earch 
expenses on boh a IX of client ...... 

JKLANCI- Xmw.lj. ii/; recorded .as incoine. . 

I ; i c Lie .i otis i n coiiie 

bank char/’es on unrecorded 

Sivi Ixerliind bank. .......... 7 .-. . . 



$30 , Sid- 

So , o o o 

1 . 7 , 3 3 d 



>$;J 3 3,7 b .3 . 



134,360 

3 3 , 90.3 



uuloide income i\.‘curded as a 
Li. a hi 11 1 y In c Lien t 1 S funds-, 



b< f i< i I i»r r 1'ii‘vcr company rciiur 



x C oorr 

i 



